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1 Q. Please state your name for the record.

2 A. My name is Joe M. Enoch.

3 Q. Mr. Enoch, you have previously submitted testimony and exhibits
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regarding the Petition of United Telephone Company and have recently
received the testimony aﬁd exhibits as prepared by Mr. Joe Shirley of
the staff of the TRA and Mr. Terry Buckner of the Consumer Advocate
and Protection Division (CAPD). Have you reviewed their testimony and

exhibits and if so what have you noted?

. Yes, | have reviewed their testimony and exhibits. The most glaring difference

between the results as prepared by these two witnesses and my previous
testimony and exhibits is in regards to the forecast of “Local Service”
Revenues” and “Network Access Revenues”. While there are several minor
differences in the testimony presented, in my opinion the difference in the

revenue forecasted overshadows the other issues.

. Did you have any problems with the testimony and exhibits provided by

Mr. Shirley and Mr. Buckner?
Yes, since Mr. Shirley and Mr. Buckner developed Local Service Revenue
and Network Access Revenue in a similar manner with very similar results, |

have prepared my rebuttal for those areas of revenue.

. Can you explain how you believe their forecast is incorrect?

A. Yes, they have developed their local service révenue forecast using their

forecast of access lines and average revenue per access line based on 2000

data. The Company believes that the year 2001 is reflecting different results
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that vitally impact the forecast of revenue using their methodology. The areas
served by the Company and as well as the entire nation are going through an
economic downturn. The depth and length of this economic situation can not
be determined. Therefore, | believe it would be inappropriate to use any
historical data that does nét include the most recent financial data available
that indicates less access line growth than historical trends and less revenue

per access line.

. In preparing your rebuttal to Mr. Buckner and Mr. Shirley has anything

come to your attention that affects the development of local service

revenue using Mr. Buckner and Mr. Shirley’s methodology?

. Yes, | was confused as to why there would be an increase in average

revenue per access line for each year as they demonstrated on their exhibits.
After a great deal of study, Company personnel discovered that due to a
programming error, the ISDN lines added over the last few years were not

being added to the computerized access line count.

. What impact would that have on the average revenue per access line as

computed by Mr. Buckner and Mr. Shirley? .

. The inclusion of the revenue without the corresponding access line increased

the average revenue per line by approximately $3 for 2000 and for the first six

months of 2001.



1 Q. In addition to this failure to use the most recent data available did Mr.
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Buckner and Mr. Shirley, in your opinion use improper data in

developing the number of access lines?

. Yes, both Mr. Buckner's Exhibit 2, page 4 of 62, and Mr. Shirley’s Exhibit C-

03 used the total number of access lines which includes non revenue
generating lines such as employee lines, internal Company lines, etc. In my
opinion, only the number of lines generating revenue should be used to

forecast local service revenue.

. Have you quantified the current data using their methodology to

develop local service revenue?

. Yés, using the current access line growth experienced in 2001 through

August, the growth % would be 5.5% as compared to Mr. Buckner's rate of
growth of 6.06% found on the same Exihibit 2, page 4 of 62. Mr. Shirley's
Exhigi_t C-03 does reflect actual growth of total access lines through April,
2004 8¢ 6.73%. However, in May 2001 the Company. lost éeveral lines at the
Tennessee State Fire School that reduced their billing approximately $1,200
per month. And it is my understanding that further access lines at that facility
have been reduced resulting in another $1,200 per month reduction in their
billing. The reason for some of the access line reduction at the Fire School is
the State’s budget impasse which has delayed the opening of the Fire School

indefinitely.

. Besides the Fire School, has the Company had other large commercial

customers terminate service?
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A. Yes, a local internet provider that was billed $2,711 per month and a medical

lab that was billed $1,973 per month have terminated service. The loss of
businesses such as these impact the average revenue per access line. Using
revenue through June 2001 results in less revenue per access line than Mr.

Buckner and Mr. Shirley have forecast for 2001.

. Does your 2001 average revenue per access line differ from their

calculation?

. Yes, | have calculated average revenue per revenue generating access line

of $218.43 for 2001 using the actual local service revenue for the first six
months of 2001 of $1‘,566,830 with an average revenue generating/gccess
lines for the same period of 14,339. While Mr. Buckner's calculation of
$236.41 on Exhibit 2, page 5 of 62 and Mr.Shirley’s calculation of $234.09 on
Exhibit C-02 are based on 2000 information compounded for a growth factor.
In caﬂéulating their average revenue per line, Mr. Buckner and Mr. Shirley
again used total access lines including the non-revenue generating access
lines. The average revenue per access line as calculated for 2001 is actually

down from thé 2000 level when using actual data.

. Mr. Enoch, why do you believe that the average revenue per line is down

in 2001 from the average revenue amount per access line calculated by

Mr. Buckner and Mr. Shirley?

. The impact of the current economic situation that the telephone industry is

experienéing is effecting the customer usage. In my opinion this is due to

changes in available technology with cellular and PCS services and it is at
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least an important cause of the destabilization of the average revenue per
access line. Additionally, the loss of some commercial customers noted
above that were high revenue per access line reduces total revenue more
than the loss of a residential line. Additionally, the loss of some commercial
customers noted above that were high revenue per access line reduces total |

revenue more than the loss of a residential line.

. How did Mr. Buckner and Mr. Shirley calculate average revenue per

access line for 2001 and 20027

. Mr. Buckner used a growth rate of 5.27% applied to his $224.58 average

revenue per access line for 2000 to arrive at an average revenue per access
line of $236.41 and combounded the 2001 amount at the same groV@th rate of
5.27% to arrive at his average for 2002 of $248.87. Mr. Shirley followed the
same logic and used a growth rate of 4.79% resulting in an average revenue
per access line for 2001 and 2002 of $234.09 and $245.30 respectively based

on his average revenue per access line of $223.39 for 2000.

. Do you believe that Mr. Buckner’s and Mr. Shirley’s average revenue

per line for 2001 and 2002 is reasonable?

. No, I do not. Considering that the actual revenue for local service revenues is

only up $11,661 for the six months ended June 30, 2001 at $1,566,830 from
2000 levels for the same period of $1,555,169, | do not believe their growth in \
local service as forecasted by Mr. Buckner ana Mr. Shirley is reasonable.

The $11,661 is only a .7% increase as compared to Mr. Buckner's and Mr.

Shirley’s increase % of 11.65% on Exhibit 2, page 1 of 62 of Mr. Buckner's
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Exhibits and 11.84% imputed into Mr. Shirley’s Exhibit C-02 which are both
based on 1999 and 2000 local service revenue results. | do not think this is
reasonable or represents what is happening in the telephone industry and in

the area the Company is serving.

. What difference do you project between Mr. Buckner and Mr. Shirley’s

forecast and your forecast using the current data for local service

revenue for 20027

. When the forecasted number of access lines for 2002 is muitiplied times the

most recent average revenue per access line of $218.43, local service
revenue for 2002 results in a total of $3,353,993 as compared to Mr.
Buckners's forecast of $3,909,858 a difference of $555,865 less revenue. As
compared to Mr. Shirley’s forecast of $3,923,574, a difference of $569,581
results. | believe the use of the average revenue per access line of $218.43
withgut any adjustment for any further decrease or any increase is reasonablé
since the 2001 trend has indicated a decrease in the average revenue per

access line.

. Are there other areas of their testimony as to revenue that you believe

are inaccurate and therefore should be reconsidered?

. Yes, their network access revenues appear to be overstated when current

trends experienced in 2001 are considered. In previously submitted
testimony, | tried to reflect the uncertainty of the stability of network access

revenue. They have not, in my opinion, taken this instability in their
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consideration of the proper level of reductions that could offset the increase in

usage.

. In your review did you note any areas that you believe Mr. Buckner and

Mr. Shirley have incorrectly applied information provided by the

Company in their forecast of Network Access Revenue?

. Yes, they used the gross settlement amounts in their development of

Interstate Access Revenue as stated on Mr. Buckner’s Exhibit RTB-111 and
Mr. Shirley’s Exhibit €-07. The Company in its response to'ltem 10 of the
data request from the Consumer Advocate provided the reconciling
information that indicates that staff has used an amount of $3,420,441 that
does not include the reductions for adjustment,sl as detailed below for the year
2000 to forecast 2001 and 2002 Interstate Access Revenue when in fact it
should be $3,192,404. By using the gross revenue, Mr. Buckner and Mr.
Shirley- have not allowed for the adjustments that are a part of the average
setﬂerﬁent process. The impact of the 1.9% increase in Traffic Sensitive
switched access and the 10.3% increase in the CCL rate should impact
revenue by approximately $110,000 if the gross revenue amounts are used to
make the calculation. In 2000, the Company’s access revenue settlement
was reduced for time sensitive adjustments of $51,305, CCL adjustments of
$96,834, universal service adjustments of $32,931, an over earnings charge
of $49,085 and other minor adjustments netting to a reduction of less than

$8,150 which totals less revenue of $238,305 to account for most of the

/
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difference between the amount Mr. Buckner and Mr. Shirley used (asserting a

$500,000 understatement)and the proper total.

. Since you disagree with Mr. Buckner and Mr. Shirley’s forecast of one of

the four factors that make up Network Access Revenues, have you

quantified other information and compared it to the their forecast?

. Yes. | believe the trends and actual results experienced in 2001 show that

network access revenues have in fact decreased. Actual network access
revenue for the six months ended June 30, 2001 was $3,222,652.89 which
when annualized for the year calculates to $6,445,305.78. Network access
revenue for 2001 is stated at $6,816,274 by Mr. Buckner and $6,724,459 by
Mr. Shirley compared to my annualized network access revenﬁe above

indicates an overstatement of $370,968 anw $279,153 respectively.

. What impact do you believe these recent trends have on the network

access revenues for 2002, the attrition year?

. | believe it would be reasonable to project that this revenue will remain stable

as seftlement rates decrease offsetting the increase in the number of access
lines. The other approach is to forecast continued growth in the face of the
declining revenues experienced in 2001. That to me is not a realistic
approach and ignores actual available information. | believe that using the
annualized revenues for 2001, $6,445,306, will demonstrate a significant
difference between our forecast and their foreéast. Using the annualized
totals, the overstatement is $593,045 by Mr. Buckner and $547,453 by Mr.

Shirley.
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Is there another source of revenue that needs to be considered in your
rebuttal?

Yes, miscellaneous revenue has various sources, one of which is Billing and
Collection Revenue. The rate paid by BellSouth to the Company has been
drastically reduced. | was not aware of the changes in the rate per message
at the time | prepared my previous testimony and exhibits. From my review of
Mr. Shirley’s exhibit , | believe he has taken in consideration the reduction in
rates and revenue while Mr. Buckner has not. There is approximately
$91,402 overstatement in Mr. Buckner's Miscellaneous Revenue total.

Is there any part of Mr. Shirley’s testimony that you would like to take
issue? -
Yes, Mr. Shirley proposed to include the revenues of UTC Long Distance
(UTCLD) in the allocation of general administrative and management
expenses while at the same time increasing the Billing and Collection revenue
paid by UTCLD to the Company. | do not believe it is equitable to not match
revenue and expense in this regard if any adjustment is going to impact the
amount of operating expenses.

Mr. Enoch, do you have an overall observation regarding the
development of revenue for the Company for the attrition year?

Yes, the combined overstatements of local service and network access
revenues have a definite and dramatic impact bn the results of the rate study.
If you choose to ignore the current economic downturn and its impact on

United Telephone Company, the request for rate relief should be denied. If
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you choose to look at the reality of the economic downturn, both Mr. Buckner
and Mr. Shirley have overstated their revenue forecasf in excess of

$1,000,000.

. Have you determined the impact on Total Operating Revenues?

A. Yes, | have used the above stated Local Service Revenue total for 2002 of

$3,353,993 and the annualized 2001 total for Network Access Revenue of
$6,445,306. This results in projected Total Operating Revenue of
$10,298,954 as compared to Mr. Buckner's projected total of $11,541,316 on
Exhibit 1, Schedule 4, a difference of $1,242,362. Compared to Mr. Shirley’s
total of $11,407,117, the difference is $1,108,163. After factoring in the effect
on Operating Taxes, Operating Income calculates to $2,567,604 as E:ompared
to Mr. Buckner’'s Operating Income of $3,338,365 on Exhibit 1, Schedule 3, a
difference of $770,761. | have not determined the difference to Mr. Shirley’s
Operating Income since he did not adjust depreciation in his Exhibits A-01and

A-04.

. Given the reduced revenue total, what impact does that have on the

Earned Rate of Return and any Revenue (Deficiency) Excess?

. The Earned Rate of Return on Rate Base calculates to 6.31% as compared to

their total of 8.21%. This 6.31% Rate of Return is below the staff calculated
Fair Rate of Return of 7.87%. This results in an Operating Income Deficiency
of $632,176 and after application of the revenue conversion factor a Revenue

Deficiency of $1,045,109.
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contradiction in the Company’s forecast of less access line growth
while the Company’s investment in plant continues to increase?.

Mr. Buckner is well aware that any telephone company has a large portion of
any plant growth in providing facility capacity that will allow for continued
customer growth. Within the Company’s service area, over 9,000 residential
lots are in the planning to development stage. The Company must have the
capacity to provide telephone service to those future customers when that
customer is ready for service. The Company must be in the position with
additional line capacity in place as these developments become reality to
provide telephone service, not when the customer calls to begin the i

construction of facilities that could take months to complete.

Q. Did staff agree with the Company’s request for changes in depreciation

rates for Central Office Equipment (COE)?

. Mr. Buckner apparently agreed with the request to change to a 12.5-year life

for COE. Mr. Shirley proposed that the rate be adjusted to 7% which
calculates to an estimated life of approximately 14.28 years. Considering that
technology is ever evolving, | believe the request for the 12.5 depreciable life

is reasonable..
Q. Mr. Enoch, would you like to comment on any other matter that was

included in their testimony?

11
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Yes, they were quite critical of Company’s present financial condition
attributing the Company’s investment in “other non-traditional wire-line
activities.” | find it disturbing that they are critical of the Company’s effort to
diversify its operation into areas that are “non-traditional” but quite in tune with
the future of the telecommunication industry.

What conclusion do you have regarding the need for the rate relief

requested by the Company?

. While there are numerous other areas that | could analyze and possibly agree

or disagree with Mr. Buckner and Mr. Shirley's testimony and exhibits, |
believe the difference in forecast revenue as | stated in the beginning of this
rebuttal is the central issue. The Company requested additional raté/relief in
the form of additional local service rates that is estimated to provide $630,465
additional revenue. The Company also requested increased rates for service
orders that are estimated to provide $180,629 in additional revenue. The total
of the request is $811,094 which is less than the Revenue Deficiency of
$1,045,109 noted above. With the uncertainty of the forecasts prepared by
both myself and staff, the difference should be disregjarded and the Company
allowed to implement the requested rate relief.

Does this conclude your rebuttal testimony?

Yes sir.
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STATE OF TENNESSEE
COUNTY OF DYER

BEFORE ME, the undersigned authority, duly commissioned and qualified in and for the
State and County aforesaid, personally came and appeared Joe M. Enoch, who, being by me first
duly sworn deposed and said that:

He is appearing as a witness on behalf of United Telephone Company before the

Tennessee Regulatory Authority, and if present before the Authority and duly sworn, his

oy St

Enoch

testimony would set forth in the foregoing twelve pages.

Swormn to 2nd subscribed before me
This //”* day of {724z , 2001.
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